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U.S. External Investment Position 
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ANALYTICAL FRAMEWORK 

I Proximate Determinants 

0 Price competitiveness 

Relative cyclical positions 

0 Other factors 

International debt problems 
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II Fundamental Determinants 

0 Economic policies 

0 Asset preferences 
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Allocation of Decline in Current Account 
Among Proximate Determinants 
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2. Decline in U.S. Price Competitiveness -70 

3. Cyclical - Relative Strength of U.S.Recovery -20 

4. International Debt Problems - 15 
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Estimated Impacts of 

Increase in Structural Budget Deficit 

Calendar Years 
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U.S. Merchandise Trade and Current Account Balances 
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Explanatory Variables 

Simulated With Unchanged Dollar 
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1. Exchange Rate Index 130 

Real GNP Growth Rates 

2. United States 5 
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4. Developing Countries 3 ' /z 

Inflation Rates" 

5. United States 5 
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Current Account Components 
Simulated with Unchanged Dollar 
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Volume of Merchandise Exports and Imports 
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U.S. Current Account Relative to Foreign Net Saving' 
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U.S. External Investment Position 
- Billions of dollars 
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SUSTAlNABlLlTY 

0 External investment position relative to GNP must stabilize. 

DESIRABILITY 

0 Short run benefits 

Current account deficit reduces upward pressure on domestic 

interest rates. 

Growth of US. imports has expansionary effects on economic activit 

abroad and eases current account adjustment in countries burdened 

with debt. 

0 Long run questions 

To what extent is borrowing from abroad leading to greater capital 

formation in the United States? 

Is borrowing by the United States consistent with an efficient and 

equitable allocation of world saving? 
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Effects on U.S. External Position 
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Chart 17  

Effects on U.S. Economy 
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Chart 19 

Foreign Exchange Value of the U.S. Dollar 
- March 1 9 7 3 ~100

1 


A I 3 O  

Gradual Depreciation 
Plus Fiscal Contraction 1”” 

110 

100 

Gradual Depreciation 

90 

Gradual Depreciation 
‘Plus Change in Policy Mix ‘-. 80 

i70 
I I I 1 I I I I I I I 

1980 1982 1964 1986 1988 1990 



Chart 20 
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Effects on U.S.Economy 
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